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A review of what happened in the Latin American economies during 1982 is a particularly useful step towards understanding the nature and causes of the serious economic crisis affecting the region, knowledge of which in its turn is indispensable for proposing measures whereby to cope successfully with the situation.
In the first part of the study, the author analyses the main features of the crisis in the light of certain key phenomena such as economic growth, unemployment, inflation and external sector disequilibria, in particular the deterioration of the terms of trade, the increase in payments abroad under the head of interest and profit and the drastic reduction of the inflow of external capital.
Both the gravity of the crisis and its causes vary according to the different national situations, but among those causes emphasis is laid in the second part of the article on the incidence of external factors, especially the contraction of the developed countries' demand for imports and the rise in interest rates. The problems of external indebtedness are analysed in the third part, in which the author describes the situation towards the close of 1982 and expounds its root causes, in particular the prolonged international recession, the high cost of credit, the negative effects of development strategies based on external borrowing and the weaknesses of the international financial system. Lastly, the fourth part maps out the path that Latin America should follow in order to cope with the crisis, stressing the point that the solution will not be found through the application of the traditional austere stabilization policies, but must spring from the impulse given by steadfast economic reactivation. This reactivation will not only necessitate a favourable policy on the part of the centres to promote international trade and facilitate payment of the Latin American countries' external debt, but will also have to be supported and spurred by renewed efforts at the level of co-operation among the countries of the region and with developing countries in other parts of the world. * Executive Secretary of ECLA.
I Economic trends in Latin America during 1982
In 1982 Latin America found itself in the throes of the worst economic crisis that had befallen it since the Second World War and, probably, the gravest since the dark years of the Great Depression.
Caused by a complex set of external and internal factors, the crisis made itself felt in virtually all the main macroeconomic variables and affected, in different degrees, the great majority of the countries of the region. Thus, on the basis of the provisional data at ECLA's disposal, which are summarized in table 1, it is estimated that:
(i) Latin America's total gross domestic product fell by almost 1%, something that had not once occurred in the four preceding decades;
(ii) As a result of this decrease and of population growth, the per capita product, which had already slightly declined in 1981, dropped by more than 3% in the region as a whole and underwent a contraction in each and all of the 19 countries for which comparable data are available; (iii) In consequence of the further deterioration suffered by the terms of trade in 1982, the downward trend of total income was even steeper than that of the product, and the term s-of-trade index for the nonpetroleum-exporting countries sank to its lowest level in more than half a century; (iv) In addition, the loss of economic dynamism was accompanied by a rise in urban unemployment rates in the great majority of the countries on which reliable data are to hand;
(v) Notwithstanding all this, and above all as a result of the high exchange rates introduced in many countries, there was a notable quickening of the pace of inflation. The simple average rate of increase of consumer prices exceeded 45% and the average weighted by the population was almost 80%. Thus, both far outstripped all those registered in the past; (vi) In the external sector, the balance of payments, which had already displayed signs of weakness in the two preceding years, closed with an uprecedented deficit of about US$ 14 billion, with the consequent drain on international reserves; (vii) This negative balance occurred despite the volte-face performed by the merchandise trade balance, which, after showing a deficit of over US$ 600 million in 1981, in 1982 generated a surplus of US$ 8.8 billion;
(viii) But the impact of this change in the trade balance on the balance-ofpayments current account was largely neu- a Product and population figures relate to the group formed by the 19 countries included in table 2. Price data relate to the group formed by those 19 countries plus Barbados, Guyana, Jamaica and Trinidad and Tobago. The figures for the external sector relate to those 23 countries plus Suriname, except for the year 1982, in which Jamaica and Suriname are excluded. * Provisional estimates subject to revision. c Variation from December to December. <* Public external debt disbursed plus non-guaranteed debt to financial institutions which provide information to the Bank for International Settlements.
tralized by the sharp new upswing in net payments of profits and interest, which totalled more than US$ 34 billion, thus almost doubling in the course of only the last two years; (ix) In strong contrast with the increase in financial remittances abroad, the net inflow of capital into the region plummeted from US$ 42 billion in 1981 to US$ 19 200 million in 1982;  (x) As a result of this downward plunge, in 1982 there was a significant slackening of the growth rate of the total external debt, which, after increasing at an average rate of 24% during the four preceding years, did so by only a little over 7% in 1982, and thus came to stand at approximately US$ 274 billion by the end of the year; (xi) As at the same time, however, the value of exports of goods and services decreased, the relation between the amount of the debt and the value in question rose steeply, reaching a coefficient of 2.5, which easily surpassed the average of a little under 2 recorded during the five preceding years.
Economic growth
The year 1982 witnessed a pronounced intensification of the loss of dynamism which the Latin American economy had already-' shown in the previous year. After increasing by barely 1.5% in 1981 -its lowest growth rate since 1940-the region's gross domestic product decreased by almost 1% in 1982 (see figure 1) .
Moreover, this decline in overall economic activity -the first to take place in the past 43 years-was very widespread. As can be seen in table 2, the gross domestic product shrank in 11 of the 19 countries considered, remained stagnant in two others and rose very slightly in the remaining six. But even in these last, the growth rate of the economy failed to keep pace with that of the population. Consequently, in 1982 something almost unheard-of happened: the per capita product decreased in all the countries of the region (see table 3 ).
Economic activity contracted to a very marked extent in Argentina, Bolivia, Costa Rica and Uruguay, countries in which it had already declined in 1981. The worst slump, however, occurred in Chile, where tlie recession that had begun in 1981 was severely aggravated in 1982 and resulted in the reduction of the gross domestic product by about 13%. Economic activity also slackened, although in a much more moderate degree, in all the Central American countries, except Panama, where it showed a marginal increase. The domestic product likewise decreased in Paraguay, the country which between 1975 and 1981 had attained the highest economic growth rate in Latin America. The boom in the Mexican economy which had started in 1978 also came to an abrupt halt in the course of 1982, while in Venezuela, the region's other leading petroleum exporter, economic activity remained almost completely static for the fourth year in succession. In contrast, total production in Brazil recovered a little during the year -although its expansion was not enough to offset its contraction in 1981-and the gross domestic product very slowly increased in Colombia, Peru and the Dominican Republic. In these countries too, however, the growth rate of the economy was lower than that of the population, and in all of them, therefore, the per capita product slightly decreased. v f In Brazil -the largest economy in Latin America, which alone generates about onethird of the region's total domestic producte c onomic activity increased by approximately 0.5%, after having declined in 1981 -for the first time in the last 40 years-by 2%. The main tonic influence behind this modest recovery was an expansion of about 2% in manufacturing industry, a sector which from February onwards reversed the downward trend that it had followed throughout the whole of the year 1981, with the result that the industrial product in that year had undergone a contraction of nearly 10%. Thanks in part to this recovery in industrial activity, during the first nine months of the year unemployment rates were reduced in the country's six biggest cities (see table 4 and figure 2).
As mentioned above, in 1982 there was a notable deterioration in the situation of the Mexican economy, which had been expanding with exceptional vigour since 1978. In consequence of the acute external disequilibrium and of a considerable fall in international reserves, the economic authorities first decided upon a severe devaluation of the Mexican peso and then imposed a strict exchange control. These measures helped to precipitate an exceptional acceleration of the inflationary process and a drastic contraction of the volume of imports. In such circumstances, and also as a result of the cuts introduced in the public investment programme and of the uncertainty prevailing in the private sector, by half way through the year economic activity had begun to decline, and it is estimated that in the last few months unemployment and underemployment significantly increased in the main urban centres.
In Argentina -the third largest of the Latin American economies-the gross domestic product decreased by about 5%, after having fallen by 6% in 1981. This further reduction was caused mainly by the slump in the construction sector and by the contraction which, for the third consecutive year, affected manufacturing industry. Owing to the decline in these activities -particularly marked during the first two quarters of the year-and the downward trend shown by the sectors producing services, the rate of unemployment continued to rise both in Buenos Aires and in the primate cities of the interior.
There was an even more notable drop in the gross domestic product and unemployment soared yet more sharply in Chile and Uruguay, the other two economies in the Southern Cone which, like Argentina, had in recent years pursued economic policies of a monetarist type. The decrease in economic activity was particularly marked in Chile, where it is estimated that the gross domestic product fell by about 13%, mainly in consequence of the steep downward trend followed by industrial production and the virtual collapse of the construction sector. This drastic contraction in economic activity caused, in its turn, a dramatic upswing in the rate of overt unemployment, which towards the end of the year hovered around 25% in Greater Santiago (see table 4 and figure 2).
The evolution of the economy was similar, although less unfavourable, in Uruguay, a country in which the gross domestic product, after decreasing slightly in 1981, shrank by approximately 9.5% in 1982. As in Chile, its contraction was accompanied by an even more marked decline in industrial activity, by a severe depression in the construction sector and by an aggravation of the unemployment situation. The rate of unemployment in Montevideo, which between 1977 and the beginning of 1981 had steadily fallen but which had begun to climb rapidly in the second quarter of that year, continued to increase in 1982 and exceeded 13% in October. Economic activity also declined at a very high rate (-7.5%) in Bolivia, where it had stagnated completely in the two preceding years. Although largely linked to the profound external crisis undergone by the country in 1982, and also to the explosive growth of inflation, this contraction of the gross domestic product likewise reflected the incidence of extra-economic factors.
These latter also decisively influenced trends in economic activity in most of the Central American countries, in all of which, except Panama, the gross domestic product diminished in 1982. The most marked decreases took place in Costa Rica (-6%) -a country in which economic activity had already declined the year before, and which in 1982 began to adopt measures to control galloping inflation-and in El Salvador (-4.5%), where there was no respite from the bitter socio-political conflicts that had been partly responsible for a drop of about 20% in the gross domestic product during the two preceding years.
In the course of 1982 economic activity also contracted -by approximately 2.5%-in Paraguay, and thus a break occurred in the phase of exceptional dynamism which had stretched from 1973 to 1980, and during which the gross domestic product had grown at an average annual rate of something over 9%.
On the other hand, economic activity increased, although at unsatisfactory rates, in Colombia, Ecuador, Peru and the Dominican Republic. In the first of these countries, the year 1982 saw an accentuation of the systematic loss of dynamism that the economy had been showing since 1979. While the gross domestic product increased by barely 1.5% -the lowest growth rate recorded in the last 40 years-, the rise in the rate of o vert unemployment averaged rather 1977 1978 1979 1980 1981 1982 Source: ECLA, on the basis of official statistics.
more than 9% in the country's four primate cities. The economy evolved on similar lines in Ecuador, where the increment of approximately 2% registered in the gross domestic product in 1982 represented, firstly, a continuation of the downward trend followed by the rate of economic growth since 1979, and constituted, secondly, the lowest increase in economic activity measured since 1951. In 1982 the rate of economic expansion also declined in Peru. After climbing at an average annual rate of 4% in the three preceding years, the gross domestic product rose by barely 1% in 1982.
Lastly, in 1982 the Cuban economy too made much slower headway, although, just as in 1981, its growth rate was the highest in the region. It is estimated that the material product (equivalent to the gross output of the agricultural, mining, manufacturing industry, construction and electric energy sectors) increased by 2.5%, after doing so by about 12% the year before.
Inflation
Although, as has been shown, in 1982 the rate of economic growth slackened and unemployment rose, inflation soared to an unprecedented height. The weighted average rate of increase of consumer prices in the region as a whole was almost 80%, and thus far exceeded the corresponding figure for any preceding year. While inflation increased in 13 of the 21 countries for which data are available, its acceleration was especially rapid in Argentina, Bolivia, Costa Rica and Mexico (see table 5 ).
As can be seen in figure 3 , the rate of increase of consumer prices shot up in Argentina, reaching over 200% per annum in November. This phenomenon, mainly linked to the fiscal deficit and to the sharp devaluations of the peso, meant that for the seventh time in the last 8 years inflation in Argentina rose to a three-digit figure.
The speed at which inflation advanced was even greater in Bolivia, where consumer prices, after mounting at a rate of about 25% in the two preceding years, soared by over 200% in 1982. This vertical upward trend in the rate of inflation -which can be seen particularly clearly in figure 3-was triggered by the rise of approximately 75% in the official rate of exchange decreed at the beginning of February, and constituted, together with the brusque fall in the gross domestic product and external payments difficulties, an outward and visible sign of the deep-seated crisis suffered by the Bolivian economy in 1982.
In Mexico, too, the acceleration of inflation was very marked. In this country, which up to 1972 had kept its price levels remarkably stable, the rate of inflation had subsequently hovered between 15% and 30%, and then rocketed after the devaluation of the Mexican peso in February. Thus, by the end of November the annual rate of increase of consumer prices approached 85%, and in view of the big increases in the prices of a number of goods and services decreed at the beginning of December, it was probably even higher at the end of the year.
In Costa Rica -another country which has traditionally maintained an appreciable degree of stability, but in which the rate of inflation went up by leaps and bounds at the beginning of 1981 in consequence of the successive devaluations of the colon-, the rate of inflation continued to accelerate up to September, when it reached the unprecedented level of almost 110%. Despite the fact that this rising trend in inflation was interrupted in October, at the end of that month the level of consumer prices was exactly twice as high as it had been a year before.
In Brazil, the rate of inflation continued to fluctuate slightly below 100% for the second year in succession. This result was decisively influenced by the complex system of indexation of the exchange rate, salaries and wages, financial assets, and other key e c o n omic variables, which bred a marked tendency towards perpetuation of the inflationary process. Inflation followed a similar course, although at a lower level, in Peru, where again a system had been consolidated in recent years which was characterized by frequent readjustment of the exchange parity and of salaries and wages, and where consumer prices rose in 1982 by more than 70%, just as in the preceding year.
Furthermore, in mid-1982 the downward trend which had been almost continuously followed by Chilean inflation since 1974 was reversed. After a fall in price levels in absolute terms during the first half of the year, there was a vigorous recrudescence of inflation as a result of the alteration of the exchange rate, which had been pegged during the three preceding years. In consequence of this devaluation and of the subsequent successive increases in the exchange parity, notwithstanding the freezing of salaries and wages and the contraction of the money supply, the annual rate of increase of consumer prices rose steadily from June onwards and reached 20% by the end of November, while that of wholesale prices exceeded 36%.
In contrast with the experience of the foregoing countries, the rate of inflation declined a little -from 27.5% in 1981 to 25% in 1982-in Colombia, a country in which annual price variations have shown a notable degree of stability during the last 10 years, fluctuating almost permanently between 25% and 30%.
Inflation also continued to slow down in Uruguay. The annual rate of increase of consumer prices, which had dropped from 83% in 1979 to 43% in 1980 and to 30% in 1981, fell to less than 11% in November 1982. It is highly likely, however, that this downward trend may have been reversed in December in consequence of the abrupt rise in the exchange rate decreed at the end of November.
Again, among countries in which the rate of inflation has traditionally been moderate and for some of which no data are available on the more recent months, the rate of increase of consumer prices rose slightly from 23% to 26% in Nicaragua and from 18% to 20% in Ecuador; declined for the third consecutive year in Trinidad and Tobago and Venezuela; remained relatively stable in Barbados, EI Salvador, Jamaica, Haiti, Panama and the Dominican Republic; went up sharply, although from a very low level, in Honduras; and was markedly reduced in Guyana, Paraguay, and, above all, Guatemala (see table 5 ).
The external sector
Under the severe constraints imposed by the adverse evolution of the world economy (which will be discussed later) and by the adjustment policies applied in many countries of the region, in 1982 Latin America's external sector underwent a radical upheaval, of which the following were the most significant manifestations:
(i) The value of exports of goods decreased by 10% after six years of very rapid expansion;
(ii) The decline was much steeper still -19%-in the case of the value of imports, which had also been increasing at a high rate since 1975; (iii) These changes made a very considerable difference to the merchandise trade balance, which switched from a deficit of somewhat over US$ 600 million in 1981 to a surplus of more than US$ 8.8 billion in 1982;
(iv) This volte-face in merchandise trade was achieved despite a 77o deterioration in the terms of trade; (v) During the year 1982 net payments of profits and interest continued to rise at a dizzy speed, and reached over USS 34 billion, an amount equivalent to almost 40% of the value of exports of goods and nearly double that of the net financial remittances transferred only two years before;
(vi) As a result of the merchandise trade surplus, and notwithstanding the considerable increase in net payments of profits and interest, the deficit on current account, which had been growing steadily larger since 1976, was reduced from US$ 38 billion in 1981 to US$33 billion in 1982;
(vii) This decline was accompanied, however, by a much more drastic decrease in the net movement of capital, which fell by 55%, dropping from US$ 44 billion in 1981 to only a little over US$ 19 billion in 1982 -the lowest figure in the last five years;
(viii) In consequence of this contraction, despite the reduction of the imbalance on current account, the balance-of-payments position underwent a radical change, a surplus of nearly US$ 4 billion in 1981 giving place to a deficit of about US$ 14 billion in 1982 (see table 6 ).
(a) Foreign trade and terms of trade
In 1981 there was a break in the prolonged and rapid expansion of Latin America's exports which had been going on since the beginning of the previous decade. After increasing at an average annual rate of 19% between 1970 and 1981, the value of external sales of goods dropped by 10% in 1982.
This diminution, however was caused exclusively by the reduction in the unit value of exports, which not only decreased by 10% in the region as a whole but declined in all the Latin American countries (see table 7 ).
So generalized a downward movement reflected, in its turn, the impact of the fall in world market prices for the great majority of the primary commodities exported by the region, which were adversely affected not only by the contraction of demand due to the recession in the industrialized economies and the rise in interest rates, but also by the appreciation of the dollar on international exchange markets.
Although during 1982 reductions occurred in the world market prices of virtually all the principal primary commodities exported by Latin America, they were particularly heavy in the prices of sugar (which dropped by over 40% for a second consecutive year), in those of fish meal, lead and maize (which decreased by between 20% and 25%) and in those of copper, cocoa, soya and zinc (which fell by between 10% and 15%). In fact, bananas, coffee and iron ore were the only products whose prices rose in 1982, but these increases were minimal, and both in the case of coffee and in that of iron were far from offsetting the sharp decline in the preceding years (see table 8 and figure 4). The sluggishness of international trade also exerted an unfavourable influence on the volume of Latin American exports. The latter had steadily kept up an exceptionally high average annual rate of expansion -8.7%-between 1976 and 1981, but in 1982 remained completely static. However, in contrast with the decline in unit value which, as has been seen, reflected to a greater or lesser degree the decreases in all countries' export prices, stability in the quantum of exports was the net result of the opposing trends it showed in the various economies of the region. Thus, while the volume of exports shrank by about 10% in Brazil, Panama, Trinidad and Tobago and Uruguay, and contracted even more notably in Venezuela (-17%) and Guyana (-24%), it expanded by approximately 14% in Peru, Barbados and Chile, by over 20% in Mexico tnd by about. 30% in Paraguay.
The change in relation to the trends prevailing in previous years was yet more marked in the case of imports, whose value dropped by 19%, after a spell of vigorous and uninterrupted growth between 1980 and 1981. As can be seen in table 9, this downward movement affected alike both the group formed by the petroleum-exporting countries and that constituted by the other economies of the region.
Moreover, contrary to what happened in the case of exports, the decline in the value of external purchases was caused mainly by the reduction of their quantum. This shrank by 16% in the region as a whole and decreased in 12 of the 22 countries for which data are available. The slump in the volume of imports was exceptionally pronounced in Argentina (-50%), Chile (-39%), Mexico (-38%) and Bolivia (-31%), all of them countries which heavily devalued their currencies in the course of 1982 and in which economic activity underwent a marked decline or lapsed almost completely into stagnation. The quantum of imports likewise fell by more than 20% in Uruguay, Costa Rica, Guyana and Nicaragua, owing to the measures adopted to reduce the external imbalance and to the contraction of the domestic product. On the other hand, in Trinidad and Tobago, Venezuela, Barbados and Colombia imports of goods increased rapidly in real terms.
As in the case of exports, in 1982 the unit value of imports decreased; nevertheless, this downturn was much more moderate than that of the average price of exports. Accordingly, the terms of trade, which had already deteriorated by 7% in 1981, underwent a further decline of 6% in 1982. This reduction, moreover, was widespread. In 1982 the terms of trade deteriorated in all the countries of the region with the exception only of Colombia, El Salvador, Haiti, Honduras, Panama, Trinidad and Tobago and Venezuela, where they slightly improved (see table 10 ).
In striking contrast with what had occurred in previous years, in 1982 the decline in the terms of trade was more marked (-12%) in the petroleum-exporting countries than in the other economies of the region (-4%) (see table 10 and figure 5). Even so, the negative effects of the deterioration were worse in the latter, since in these countries the terms of trade had already been continuously following a steep downward trend during the four preceding years. Accordingly, the terms-of-trade index for the nonpetroleum-exporting countries sank in 1982 to its lowest level in more than half a century and its average value over the three-year period 1980-1982 was considerably less than it had been in the years 1931-1933, i .e., during the most critical phase of the Great Depression.
(b) The balance of payments
Since a much greater reduction took place in the value of imports than in that of exports, the merchandise trade balance underwent a radical change in 1982. In the region as a whole a surplus of US$ 8.8 billion replaced the deficit of over US$ 600 million shown in the preceding year.
This right-about turn was particularly 
1982/ 1981
•4 influenced by the considerable changes occurring in the merchandise trade balances of Mexico (which after having a deficit of US$ 3.3 billion in 1981 obtained a surplus of US$6.9 billion in 1982), Chile (where a small surplus of US$ 150 million replaced the negative balance of US$ 2.6 billion recorded the year before), and Argentina (which increased the positive balance it had achieved in 1981 by US$ 2.2 billion). In contrast, in 1982 the trade balance surplus that Venezuela had secured in 1981 was reduced by US$ 4.9 billion and that of Brazil decreased by US$ 700 million (see table 6 ).
The effects on the balance on current account of this reversal in merchandise trade and of the US$ 3 billion decrease in net service payments in 1982 were neutralized, however, to a considerable extent, by the new and substantial increase in net remittances of profits and interest. Although the contraction in domestic economic activity helped to limit remittances of profits, and notwithstanding the decline in nominal interest rates on the international financial markets, payments of profits and interest rose from a little less than US$ 27 billion in 1981 to over US$ 34 billion in 1982. As these remittances had already been increasing exceptionally fast since 1977, the amount they represented in 1982 more than quadrupled the corresponding figure shown barely five years before. The net result of these changes was a reduction of USS 5 billion in Latin America's deficit on current account. Although this decrease was the first that had occurred since 1976, the negative balance on current account in 1982 easily exceeded all those recorded up to 1980.
In consonance with the changes in mer- More than at any other time since the Second World War, the growth of the periphery in general and of Latin America in particular was heavily conditioned in 1982 by constraints deriving from the poor economic evolution of the centre. It is true that, as already shown, causes of internal origin -such as those linked to the unsatisfactory management of fiscal and exchange policies and to problems of an extra-economic character-account for most of the big decreases in the product in the countries of the Southern Cone, for its decline in several Central American economies or for the stagnation of economic activity in countries such as Mexico. Nevertheless, the major ex te rnal constraints stemming from the recession in the industrialized economies constituted a brake which had a generalized 1 These last two factors are discussed in greater detail in the next two sections.
in 1981 to only a little over US$ 19 billion in 1982. This decline in net movements of loans and investment was, moreover, much more pronounced than the decrease in the deficit on current account. Consequently, during 1982 a sweeping change occurred in the final balance-of-payments position. In 1981 the balance of payments had generated a surplus of nearly US$ 4 billion; in 1982 it showed a deficit of about US$ 14 billion. Although this result was especially due to the very substantial deficits which Brazil, Mexico and Venezuela recorded in 1982, and to the smaller, but still appreciable, negative balances shown by Chile, Colombia and Uruguay, all the countries of the region also contributed to it, the only exceptions being Trinidad and Tobago, Peru and El Salvador, which obtained small surpluses.
handicapping effect on the economic growth of the entire region.
Although the anti-inflation campaign waged in many of the member countries of the Organization for Economic Co-operation and Development (OECD) succeeded in significantly lowering the rate of inflation in 1982, it did so only at the cost of a new rise in the rate of unemployment and an almost total stagnation of economic activity. According to provisional! estimates, the gross domestic product of the OECD economies as a whole would seem to have shown an increase of barely 0.1%, whereby they completed three successive years of extremely low growth rates (see table 11 ). This had a negative effect on the centre's demand for imports, the value of which decreased by nearly 4% in 1982. Moreover, although in that same year the nominal interest rate fell by three percentage points, inflation in the OECD countries was reduced on a similar scale, so that the real rate of interest con-II The incidence of external factors 1976-1979 (1970-1973) This, of course, played a contributory part in limiting the expansion of demand and deferring the first steps towards a recovery of the central economies.
The most serious feature of the year 1982, however, was not so much the recession in the centre, nor the decline in world trade, nor the high real rates of interest -for in the past there had been peAs will be seen later, the real rate of interest on the Latin American countries' external debt was much higher still, since in 1982 the unit value of Latin America's exports sharply declined.
riods of similar or even worse contractionsbut the coincidence of all these negative phenomena in a single year and, above all, their prolonged duration.
While the recession in the industrialized economies in 1974-1975 was more critical than its counterpart today -the gross domestic product of the OECD countries fell by 1% in that period-it lasted only two years. Thus, as can be seen in table 11, in 1976 there was already a vigorous recovery of production (4.9%), so that in the three-year period 1974-1976 the cumulative growth rate of the central economies was almost 4%. On the other hand, while in the course of the period 1980-1982 production never decreased in the OECD countries as a whole, its total increase was only 2.7%, that is, less than in the period 1974-1976. In short, 1982 was the third consecutive year of meagre growth in the centre; the second year in which real interest rates fluctuated around 6%; and the third successive year in which OECD's volume of imports decreased or only marginally expanded. Consequently, 1982 was also a year in which the prices of the primary commodities produced by the periphery fell, and the fifth consecutive year in which the terms of trade deteriorated for the non-petroleumexporting developing countries (see table  12 ).
To this set of unfavourable circumstances was added yet another of particular significance, i.e., the marked reduction in absolute terms of the net flow of capital into the periphery. This decline was especially severe in the case of the nonpetroleum-exporting countries of Latin America, whose net receipts of capital dropped by 35% in 1982 (see table 13 ).
This contraction in net capital inflows was crucial, since it is the capital account, of course, which can be used as a buffer against abrupt deteriorations of the trade balance without bringing down the product and income. In fact, it was thanks to these capital inflows, which in 1974-1975 acted as a countercyclical factor, that Latin America was able to maintain a by no means negligible economic growth rate throughout that period, despite the severe recession which was affecting the central economies at the time. This situation was linked, in turn, to the unexpected duration of the recession in the centre. Its prolongation, and the repeated postponement of the first signs of recovery beyond the looked-for date, brought about a liquidity crisis in the industrialized economies which made itself felt in an upsurge of demand for credit, Which was no longer due to the prevalence of inflationary expectations -since, as already shown, the rate of inflation had decreased-but stemmed from the need to supplement the low cash flows caused by the continuous and unexpected reduction of sales. As this heavy demand for credit coincided with stabilization policies centering on monetary restrictions, it generated unprecedented real interest rates and led to declines in production, particularly in the sectors most sensitive to the rate of interest (such as those producing capital goods and durable consumer goods), and to reductions in inventories.
Unfortunately, primary commodities -which constitute the periphery's staple exports-are among the goods in whose case adjustment to a contraction in demand is made mainly through a fall in prices, or else they constitute inputs for industries that are particularly hard hit by a recession in the centre (for example, metal products for the motor vehicle and construction industries), or again their inventories are liable to be drastically reduced when the rate of interest rises. It is not surprising, therefore, that in the last two years they have suffered a price decline of 30%.
Viewed from this angle, the persistence of deflationary policies in the centre has especially affected the periphery's export prices but only partly hit domestic prices in the centre itself. Consequently, downward price rigidity as regards the goods produced in the industrialized countries has aggravated the deterioration of the periphery's terms of trade.
Of course, there is nothing new about the fact that stabilization policies applied in the central economies are more prone to bring down the periphery's terms of trade than to reduce inflation in the centre. What is new is that because of the unexpected prolongation of the recession a liquidity crisis occurred which kept real interest rates exceptionally high -in contrast with what happened in [1974] [1975] , when the real interest rate was negative-and which also made for restriction of the net flow of cap-ital into the periphery, a circumstance that likewise implied a significant difference from what had occurred during the 1974-1978 crisis and again in 1980.
Indeed, in the latter year the flow of capital into the non-petroleum-exporting countries of the periphery increased by over 10% and helped to neutralize the impact of the deterioration in the terms of trade deriving from the second petroleum crisis and the recession in the centre. With the persistence of this situation in 1981, the net flow of capital again increased, although by barely more than 2%. In 1982, on the other hand, the net flow of capital to the nonpetroleum-exporting countries of the periphery not only failed to rise but decreased in absolute terms (see table 13 ).
This decline was partly due to the high levels of indebtedness reached by the developing countries and to the slower expansion of bank capital, and partly too to the reluctance of the international banking system to increase its loans to the periphery at a time when the value of the latter's exports was diminishing.
The perverse irony of this change lies in the fact that the reduction in the value of the periphery's exports was due not to a contraction in their volume -which in fact expanded-but to the very marked fall in e x p o rt prices. Thus, since the banking system took as the index of the periphery's capacity of payment the current value of its exports -and not their future value, which would incorporate more normal terms of trade-, capital movements tended to aggravate rather than to alleviate the external crisis.
Consequently, in the period 1980-1982 the net inflow of capital into Latin America seriously decreased (-28%), while the volume of the region's exports expanded by 16% (see table 13 ).
Thus, in contrast to what happened in the two-year period 1974-1975 -when the inflow of capital increased much more than the volume of exports, thus allowing the periphery time to weather the petroleum shock and the international recession without suffering a contraction of its own-, after 1979 the flow of capital remained static in relation to exports or abruptly declined, compelling the non-petroleumexporting peripheral countries to reduce the balance-of-payments deficit through the current account rather than through the capital account.
As has already been shown, a large number of the countries of the region tried to improve their trade balance in 1982 through severe devaluations of their currencies, which helped to boost the volume of their exports; but much of this effort came to nothing on account of the fall in prices. And this was so because the capacity to absorb new imports both on the part of the centre and on that of non-traditional purchasers such as the petroleum-exporting countries and the socialist countries, decreased or grew far more slowly during that same year.
Consequently, given, in the first place, the limited capacity of the rest of the world to absorb the bigger volume of exports of the periphery as a whole without its implying a fall in the export prices concerned; given, in the second place, the increase in debt services; and given, lastly, the procyclical character of thei net flow of capital in 1982, the necessary adjustment on current account had to be effected by a reduction of the peripheral countries' imports, which, in turn, entailed a decline or a pronounced deceleration in the growth rate of their production.
Thus the vicious circle of the liquidity crisis was completed. Tl^e year 1982 saw a deterioration of all those mechanisms of adjustment to a recessior in the centre which do not oblige the periphery to curtail its production, such as an expansion of the volume of its exports to countries other than those of the centjre which might be growing rapidly (as were the OPEC economies in the mid-1970s); a fall in international rates of interest (with the consequent reduction of debt service payments and an increase in commodity export volumes so as to replace and expand inventories); or a larger flow of capital into the periphery.
In these circumstances, there was no way open but the bast desired and desirable form of adjustment: a curtailment of production. In face of this situation, which was sometimes aggravated yet further by the neo-protectionist trends in the centre, it is not surprising that in 1982 several developing countries fell into arrears in their external payments and that many of them applied for renegotiation of their external debt. For if the value of their exports de-
The situation in 1982
As already stated, provisional estimates suggest that the total external indebtedness of Latin America increased by somewhat more than 7% in 1982, thus amounting to US$ 274 billion (see table 14 ). This expansion represented a marked deceleration by comparison with the previous growth rates, which had been well over 20% a year since 1977.
The reduction in the rate of debt accumulation was much more notable in the region's net petroleum-exporting countries than in the petroleum-importing countries, since in the former the rate fell from 32% in 1981 to 5% in 1982, while the comparable rates in the latter case were 17% and 10% for those two years.
This slowing-down of debt accumulation in 1982 cannot of course be considered to have been brought about on purpose. It was undoubtedly due to the more burdensome loan terms, the uncertainty with regard to the exchange rate in many countries and unfavourable changes in interest rates. However, the decisive factor in the deceleration in 1982 was the same that had helped to create much of the dynamism of external financing in the 1970s -the availability of funds from international private commercial banks.
The share of the banks in the region's external indebtedness has of course increased notably: in the 1960s it was relatively insignificant, while in the 1980s it was over 50%, and in some countries (Argentina, creases because of the recession in the centre and if capital flows are reduced because export values decline, then the whole of the adjustment must be absorbed either by reduction of imports (largely induced by a contraction in domestic economic activity) and/or by the negotiation of new conditions of payment of the external debt.
Brazil, Chile, Mexico, Venezuela) it amounted to more than two-thirds of the total debt.
Obviously, debts with private banks reached these proportions because of the willingness of the banks in question to finance most of the region's deficit on current account from 1974 on. In actual fact, bank loans have been available in abundance, except during a short recession in the mid-1970s. Recently, however, the banks have become much more cautious about making new commitments in general and particularly in respect of granting loans to the developing countries.
Many factors are responsible for this tighter attitude on the part of the commercial external credit institutions. In the first place, the cyclical decline in the industrial economies has weakened the bank markets in their countries of origin, causing national clients to meet with payments difficulties or to go bankrupt, while at the same time increasing the demand for credit; moreover, many of the banks' clients in developing countries have experienced payments problems. Other factors accounting for the banks' lack of interest in granting loans to developing countries include a more generalized attitude of circumspection concerning the diversification of their portfolios and disequilibria in the relation between their capital and their assets.
The payments problems of the developing countries with regard to the private banks have been especially apparent in Latin America. In 1982 there were serious payments crises in Mexico and Argentina III The problems of external indebtedness Table 14 Table 15 LATIN AMERICA: EXTERNAL PUBLIC DEBT INDICATORS* 1971 1973 1975 1976 1977 1978 1979 1980 1981 countries, including Brazil, Chile and Peru, have declared that they will abide by their present payment schedules, the likelihood is that they can do so only by making a significant sacrifice in terms of their economic growth and relying on contingency agreements with IMF. The payments difficulties of Latin America are to some extent reflected in table 15, which presents some indicators of the external public debt burden in the region. Of course, these indicators do not accurately reflect the total amount of the debt since, for want of sufficient statistics, the private debt, which is considerable in some countries, has not been included. In any case, the traditional debt servicing coefficient, i.e., the ratio between amortization and interest payments and export earnings, rose from 20% in 1977 to nearly 30% in 1981; in addition, given the decrease in the value of exports shown in 1982, this coefficient is bound to have experienced another increase -and a substantial one-in this latter year.
The debt servicing coefficient may, however, be misleading inasmuch as it suggests that the debt is paid with exports, when in practice it is almost always paid by incurring new debts. Accordingly, the ratio between debt servicing and new loans may be of use in suggesting how likely a country or region is to suffer an indebtedness crisis. This indicator has also deteriorated seriously in recent years in that, as may be seen in table 15, it climbed from 48% in 1976 to over 80% in 1980-1981, and, furthermore, another significant rise is predicted for 1982. This means that Latin America is obtaining progressively fewer resources for investment and accumulation of reserves per dollar it receives on loan; in other words, the region is trapped in a vicious circle of indebtedness and is forced to plunge deeper and deeper into debt just in order to stay where it is.
The third and fourth indicators of the external debt burden -public debt and global debt as a percentage of exports-have also shown a tendency to increase. Normally these indicators would not be of much use for the analysis, since an increase in the coefficient would not necessarily mean that the situation was any worse if loan repayment periods were also extended. However, the information available suggests that on average repayment periods have tended to be shorter, so that the rise in these coefficients also points to potential external indebtedness problems.
One 1 ast indicator of indebtedness difficulties and of the balance-of-payments situation in general is the large number of countries in the region which have managed to obtain financing from IMF (see table 16 ). This, circumstance is attributable to two factors. First, the commercial banks have been unwilling to reschedule debts or to grant new credit to countries with payments difficulties unless they have previously reached a financing agreement with IMF; secondly, IMF may have become more attractive as a source of credit owing to the recent modifications in the terms of its loans and to the expansion of its financing programmes outside the sphere of the terms in question.
The origins of the problem (a) The international recession
One of the origins of the problem is to be found in the international recession, which, as noted above, has been unusually long drawn-out. In practice, the recession in the industrial countries has reduced the aggregate demand of the central countries and, consequently, has brought down the price of Latin American exports; and to make matters worse, the developing countries have sought to offset the drop in prices by exporting larger volumes, a move which produces an even greater glut on the market and lowers prices in its turn. Here again, the countries as a whole must step up their efforts simply to remain in statu quo. In any case, the recession has an eroding effect on what looks like a means of paying off the debt (i.e., exports) and affects the banks' opinion of the solvency of countries, to the detriment of the real source of payment, i.e., loans granted on reasonable terms.
(b) The high cost of credit
All the indicators suggest that the terms on which Latin America contracts its debts have reached a point where new loans barely provide minimum relief from the burden of indebtedness.
Thus figure 6 shows that interest rates have become very positive in real terms in the past two years, after having been negative, also in real terms, ever since the mid-1970s. The Bank for International Settlements, for example, has reported that in the period March-June 1982 interest rates in the United States were over 7%, in contrast with the more normal real rates of 2% which prevailed in the 1960s.
However, from the point of view of the debtor countries, the high interest rates must primarily be considered in relation to the prices of the region's exports. It can then be seen that the real cost of credit for Latin America increased spectacularly between 1981 and 1982, since the LIBOR rate rose unusually high while, at the same time, there was a sharp drop in export prices (see figure  6 ). This clearly shows the extent of the deterioration in the region's external debtservicing capacity due to exogenous factors.
The available data also show that the effect of the high basic interest rates in 1982 has been even further aggravated by the rise in the variable component of interest on loans in Eurocurrencies to developing countries, which, in turn, reflects the greater risk run by the banks in lending money to the countries ^n question.
The negative effect of the high basic interest rates is, moreover, two-fold in that they increase not only the cost of new loans but also that of loans previously contracted at variable interest, which have increased notably in Latin America since the beginning of the 1970s. The recent interest-rate trends have thus given rise to a new phenomenon -that of interest rates being a debt burden in themselves. Thus, it is estimated that in 1982 interest payments amounted to the equivalent of about 50% of export earnings in Argentina, Brazil and Chile, while the corresponding figure for Mexico was 44%.
The second cause of the increase in the cost of indebtedness has to do with the evolution of the average time in which the loans mature. Even in the absence of complete data on debt repayment periods for 1982, it seems likely, to judge by trends in the preceding year, that they were shorter, thus accelerating debt servicing payments and putting pressure on the countries' capacity to pay.
It is interesting to observe that Brazil has opted for longer payment periods at the cost of accepting much bigger margins of interest. Because of this, its interest payments have increased to such an extent that they have given rise to balance-of-payments problems. Mexico, on the other hand, has accepted shorter payment periods but smaller margins of interest in recent years; consequently, the main feature of its indebtedness crisis has been the maturing of a large number of loans within very short spaces of time. Thus, both Brazil and Mexico have experienced severe debt-servicing difficulties, although the pressure point has been different in each case.
The fact of having contracted shortterm debts is usually symptomatic of payments difficulties: debtors need new loans in order to serve their debt, while the entities granting the credits, in consideration of the greater risks involved, are unwilling to grant long-term loans. This increases shortterm lending and means that there is a greater accumulation of debts which have fallen due.
Even though it is still difficult to obtain accurate data concerning short-term indebtedness, provisional estimates suggest that it amounted to 30% of Latin America's total debt in 1981, a figure which probably rose in 1982.
The increase in short-term indebtedness, combined with the shorter maturities of medium-term instruments, means that it is necessary to refinance progressively larger proportions of the debt each year. Thus, it was estimated that in 1982 Mexico, Argentina and Colombia would amortize close to 50% of their indebtedness with commercial banks, while the comparable figure for Peru and Venezuela was 60%. As for Brazil, its explicit policy of extending the payment periods meant that in 1982 it had to amortize only 35% of its bank debt. However, as has already been stated, the burden in terms of interest payments has already reached serious proportions. In addition, the traditional rescheduling of amortization payments would scarcely relieve the country in these circumstances. Moreover, the greater the share of the debt to be paid to the banks, the greater their risk, which makes it even more difficult to obtain new loans on reasonable terms.
(c) Development strategy based on indebtedness
During the 1970s, Latin America opted for a development strategy based on indebtedness.
For a number of years the result was positive. Although from 1974 on the expansion of the world economy was feeble, the economic growth of Latin America was relatively brisk and considerably greater than that of the OECD economies. In addition, this strategy seemed eminently reasonable since indebtedness was 'cheap', with very low or negative real interest rates, lengthy payment periods and servicing payable in dollars, whose real value was being eroded.
However, those who argued in favour of rapid entry into international capital markets and the concomitant strategy of growth based on indebtedness may have underestimated the real cost of credit; during the period nominal costs did not reflect the implicit risks of debt-servicing problems should a conflict arise between the increase in liabilities with commercial banks and the limits set by those institutions in respect of their commitments. These implicit risks obviously became greater owing to the fact that the structural problems of the OECD c ountries caused their economic growth rates to fall during the 1970s (by comparison with those recorded in the preceding decade), which meant that Latin America had to contract even more debts in order to maintain its high growth rates at a time when general economic conditions were not propitious for creating the capacity to cope with the accumulation of the bank debt.
From another point of view, the inflation unleashed in the mid-1970s was unexpected, so that the low real cost of loans was a temporary and artificial phenomenon; once the creditors' expectations became more realistic, the cost of credit more than recovered.
Another factor related to the strategy of growth based on indebtedness was that some countries obviously obtained more credit than they couid use productively, i.e., external loans took the place of domestic saving and facilitated an increase in consumption, speculation and the purchase of weapons.
Although much of this state of affairs may be attributed to erroneous indebtedness strategies, there can be no doubt that the structure of the international banking market also helped to create the problem. In the initial phase of the loan cycle, the banks granted a large number of loans, with the aim of rapidly investing their surplus on account of competition and excess liquidity. However, there was often some asymmetry between what the banks were able to loan and the capacity of the countries to absorb the funds obtained efficiently. Thus, the combination of low interest rates, the prestige gained by attracting international credit and the ease of obtaining bank loans when a large dollar reserve existed persuaded some countries to borrow more than their possibilities for investment warranted and to postpone the making of internal adjustments.
(d) The weaknesses of the international financial system
In 1974 the international banking system became, de facto, a kind of central bank for the world economy.
However, it was not in a position to perform this function and, at best, was able to assume it only for a very short time. Its operation was relatively satisfactory between 1974 and 1975, when its net initial commitments with the developing countries were still very low; today, on the other hand, in view of the high level of its commitments in the Third World, considerations attaching to loan risks and the need for banks to obtain profits stand in the way of efficient recirculation of liquidity.
Moreover, in practice the banks do much to accentuate the¡ cyclical movements of economic activities afc both the national and the international ¡level. In addition, although in the 1970s trióse cycles were not closely synchronized in! the Third World, they are so now, owing not only to the prolonged OECD recession but also, and largely, to the lack of interest shown by the banks in granting new lpans, the latter being a factor which, as has been seen, was at one time decisive in stimulating the economic growth of the region. IV Summary and conclusions
The disquieting and confused international scene
As has already been pointed out, in the period 1980-1981 the international economy suffered from the greatest depression since the 193 0s. Unlike past recessions, the present one has distinctive traits which dif-ferentiate it clearly from anything else in post-war experience. In the first place, it is a widespread crisis which affects all the countries in the world, whether capitalist or socialist, developed or developing. Secondly, it has lasted longer, and has proved recalcitrant to traditional therapy, which for a long time encouraged the supposition that appropriate and definitive remedies had at last been found to avoid, or at least to soften, the downturns in the economic cycle. The diagnosticians of the causes of the recession differ considerably, ranging from those who base their thinking on theories of long-term cycles and announce the advent of a new trough of long duration, to those who lay the blame on the differences between the large centres in respect of the growth rate of productivity or on the inflationary upheavals in the key economies of the industrial world. In any case the general tone is one of great confusion as to how to interpret the existing problems and of mounting insecurity as to the future.
The dominant traits of this profound recession in the industrialized economies are very familiar. In the OECD. countries the product remains stagnant or goes on falling; the extensive unemployment which already affects close to 32 million people persists, and there is not the faintest sign of its decreasing significantly in the medium term; idleness of installed capacity has increased, providing a disincentive for new investment; profits are exceptionally low, while bankruptcies of enterprises are on the rise. As a corollary of all this, international trade declined in the 1981-1982 biennium for the first time since 1958. In addition, the fluctuations in the main currencies have added a new factor of instability and are responsible for abrupt changes in international competitiveness among the various central countries and between them and the developing economies.
In addition, the recession in the centres has spread to the entire periphery, as it was bound to do, in consequence of the action of three factors: the negative terms of trade, the high real interest rates and the sudden decline in the availability of new financial resources. The terms of trade have deteriorated mainly because of the drop in demand for commodities in the industrial centres, while the real interest rates, which are still at their highest level in 50 years, are attributable to the stabilization programmes which have promoted restrictive monetary policies at a time of substantial and persistent fiscal deficits and abrupt maladjustments in the exchange rates of the currencies of the leading industrial countries. As for new credit, it has grown much harder to come by as a consequence of the decision on the part of the private international banks not to grant new loans, of the high levels of indebtedness of the Third World countries and of their precarious balance-of-payments positions. Recently this situation has been compounded by the deterioration in the quality of the bank portfolios of both national and international entities.
Meanwhile, even when forecasts predict that good progress will be made in the control of inflation and the reduction of the nominal interest rates, they are especially cautious with regard to the possibilities of reactivating the economic sector to a significant degree in the short run. In particular, stress is laid on the asymmetry in the possibilities and rates of recovery in the different centres and doubts are expressed as to the time it would take for this recovery to have an appreciable impact on the prices of raw materials or on the flow of capital towards the developing economies (two key factors in the solution of the immediate problems of the periphery).
For this reason, and also in consideration of the high level of indebtedness of the majority of the Latin American countries, it seems wise to be prepared for a time of difficulties which can be got round only by strengthening international and regional cooperation and by implementing domestic adjustment programmes in each country in the region.
A regional economy in crisis
As indicated above, in 1982 the Latin American economy became very much weaker and suffered its worst crisis in the past 50 years. This crisis can certainly not be dissoci-ated from the profound repercussions of the international cycle which had some impact on all the countries of the region. Commensurately with the extent to which domestic policies have been mistaken in recent years, especially policies relating to the attraction and use of external credit and exchange, fiscal, monetary and balance-of-payments policies, these international repercussions have also shaken the countries in varying degrees.
For these reasons, the regional gross domestic product fell by nearly 1%, and the per capita product decreased in all the countries of the region, while inflation markedly accelerated. In the external sector, the deficit on current account amounted to US$ 33 billion, and the balance of payments closed with a negative balance of nearly 14 billion. These results were produced in spite of the fact that the trade balance closed with a surplus of about US$ 6 billion, by virtue of a painful reduction in imports. At the same time, there have been numerous cases of devaluation and international reserves declined in the majority of the countries of the region.
As we have already indicated, during 1982 Latin America was very hard hit by the action of external factors. Real interest rates, measured by the prices of the region's exports, reached an unprecedented level of close to 25%. In addition to these unfavourable factors, there was a contraction in the net inflow of capital, which accentuated the effects of the cyclical drop in exports and the deterioration in the terms of trade.
These phenomena have in turn had severe social repercussions. Thus, in the majority of the countries, the fall in real wages has been compounded by a sharp increase in unemployment. Moreover, the contraction in external and domestic demand and the high interest rates -both national and international-have had a marked impact on the economy at enterprise level, increasing the number of bankruptcies and, more recently, also making inroads into the economy of the banking institutions.
Trade problems
Among the root causes of the difficulties now faced by both the world economy and the economy of Latin America are the problems of international trade, upon whose evolution a lasting and stable solution to the present recession will largely depend. In recent years not only has there been a sharp decline in the region's export earnings as a result of the drop in the terms of trade, but the protectionist trends which affect both the manufactures and the commodities exported by Latin America have intensified.
The protectionism prevailing in the developed countries, which began to manifest itself in new and concrete ways in the past decade, has not only been directly responsible for limiting the expansion and diversification of the exports of the developing countries but, owing to the increasingly broad application of protectionist measures, has also brought the principles and standards which sustain international trade into serious conflict with the practical realities by which that trade is governed. Thus, trade under multilateral agreements is decreasing steadily, and that carried out under bilateral agreements contracted outside the multilateral agreements or simply on the basis of unilateral decisions taken by the importing countries without regard for international regulations is increasing. As is easily understandable, therefore, the uncertainty to which this situation gives rise is in itself an important limiting factor for the normal development of international trade relations and, especially, for the resolution of the present problems with regard to the recession.
With good reason, the recent meeting of GATT, which for the first time in nine years was held at the ministerial level and was attended by representatives of nearly 100 countries from all parts of the world, gave rise to hopes that s¡ at the highest level and in accordance with the gravity of the world economic situation, ways would be found to open the gates of international trade and to effect a substantial improvement in the prevailing trade system. Unfortunately, these hopes were not realized. It was not possible to reach concrete agreements which would assure the developing countries that in the future the commitments made in their favour would be respected and that the practices of conditional application of the most-favourednation clause, discrimination, selectivity, unilateral compensatory measures, 'controlled trade' and graduation would be progressively eliminated from international trade.
It is also important to point out that at the Ministerial Meeting it was agreed to initiate studies in the services field, which has vast ramifications and is of special importance for the development strategies of the developing countries. As specified in the relevant decision, the developing countries and competent international organizations must be alert and attentive to the studies recommended, with a view to acquiring detailed knowledge of the situation with regard to the extensive and complex activities which come under the heading of services, so as to be able to adopt informed positions and ward off negative impacts on their balance of payments or on the autonomy of their national development.
The imperative need for global solutions
To the extent that all countries feel the effects of the international recession, especially those which, like the Latin American countries, have in recent years been more open to international trade and financial currents, the problem ceases to be an individual or regional one and becomes a global problem, which also requires global solutions.
The indicators referred to in this review of the regional economies show that the Latin American countries are already engaged in painful processes of internal adjustment. To ensure that these adjustments do not reach dangerous limits of social and political tolerance, with additional negative effects on the rest of the economy and on international finances, appropriate economic policies on the part of the big centres are needed, as well as an imaginative policy of international co-operation in keeping with the deep-seated and widespread character of the problems.
In this connection, it is appropriate to point out that some of the recent reactions of the monetary authorities of the industrialized countries to the payments crises of the developing economies seem to indicate that they are becoming better aware of the need to act promptly and with flexibility and imagination, especially in matters relating to finance and payments. In contrast, however, as has just been remarked, there has been no similar reaction in the commercial field.
In the following paragraphs, in our interpretation of what in our view are the most urgent needs of the countries of the region, we shall make some observations of a general nature on a few of the global measures which would be desirable in the field of international co-operation as means for coping adequately with the present emergencies, particularly in the fields of finance and trade.
(a) International reactivation
A policy for adjusting international imbalances based on the principle that all countries must reduce their imports and expand their exports does not appear to be realistic. It would in fact make sense only in so far as some countries were to initiate a reactivation policy which would make it possible to absorb the greater volume of exports of the other countries. Obviously the ability to do this rests first and foremost with the industrial countries. It is for that reason that a recovery of the OECD countries would provide the relief needed for the countries with liquidity problems and would by the same token facilitate the evolution of those countries with structural difficulties in their external payments.
In the present circumstances it is of primary importance for the big centres to come up with concrete policies for reactivating their economies without it running into new inflationary excesses. In might be argued in this respect that single-minded, unswerving pursuit of the objective of avoiding inflation might aggravate the trends towards recession and unemployment, which would constitute a serious threat to the political and financial stability of the world system. Moreover, the lesson learned from the Great Depression was that if deflation, as a measure taken prior to the reactivation of the economies, is prolonged in time, it can give rise to uncontrollable cumulative effects which resist indirect incentives. Thus, the greater advances made in reducing the inflation might be fully outweighed by the social and political costs of a depression on a national and international scale.
(b) Substantially increased mobilization of new financial resources
The fact that many countries of the region find it necessary to devote an excessively high percentage of their exports to servicing their debt clearly shows that they will not be able to repay the principal and will even have serious difficulties in making the interest payments so long as the international prices of exportable commodities remain low and high real interest rates persist. It follows that in order to overcome this problem there is need for international co-operation (on the part of both public and private sources) of a magnitude in keeping with present circumstances.
Ever since the middle of the past decade, of course, private banks have been acting as the main agents in the extensive recycling of funds which was necessary in order to cope with the balance-of-payments disequilibria resulting from the increase in the prices of fuels. In present circumstances, however, private banking cannot serve effectively as the moneylender of last resort. Considerations both of risk and of profitability usually turn the banks into 'procyclical agents', rendered incapable of handling the problems of the developing countries on their own-. Hence an increase in public financial resources would seem to be essential.
In this connection, the measures aimed at extending the present operational facilities of the International Monetary Fund (by increasing the ordinary quotas or by extending the terms of the General Arrangements to Borrow) or providing it with the proposed new resources (an emergency fund and a fund in support of interest payments) take on particular urgency. Nor should consideration fail to be given to the idea of ad hoc creation of Special Drawing Rights, as a way of independently creating liquidity on the part of IMF for the purpose of coping with the drop in international liquidity and channelling new resources to alleviate a payments situation as tight as the present one. This is why it is of particular importance to think, as was recently advocated by some international monetary authorities, of convening a large-scale international conference to update the principles underlying the system of international economic relations established at the Bretton Woods Conference and to lay the foundations for a new international trade and finance organization.
Not only is it necessary to lay claim to greater international resources to provide emergency support for countries with liquidity problems, but also the flow of longterm public capital to the developing countries should be activated in a markedly anticyclical direction. Latin America has been repeatedly criticising the error of drastically reducing the flow of public funds from the World Bank or IDB to the region on grounds that it has attracted a large volume of private capital in recent years. Experience shows that this reasoning has not held good for long and that today more than ever the region neleds additional longterm resources, precisely to compensate for the sharp cutbacks in external private resources and the decline in foreign investment.
Moreover, it would be particularly inappropriate for the private banks, in the wake of the broad financial permissiveness which prevailed in the second half of the past decade, to initiate a very restrictive policy. In this connection, the cautionary observations made by the Managing Director of IMF to the private banking sector at the Toronto meeting, whenj he asked it to be prudent with regard to possible cutbacks in the resources loaned to developing regions, seem to us to have been particularly relevant. The policy that IMF agreements should be accompanied by private bank support is indispensable, not only for the viability of the adjustment programmes but also in the interests of the private system itself.
It should be pointed out that in spite of the fact that a significant percentage of the debts contracted with international banks had no public guarantee, many governments readily agreed to recognize the responsibility of the State in the fulfilment of the external commitments of the private sector. If account is also taken of the heavy profits obtained by the banks on their loans to developing countries in recent years and it is borne in mind that in their past experience, international private banks have suffered only minor losses in recovering their portfolios in the region, these institutions might well be expected to take up positive attitudes towards supporting the programmes designed to channel new resources to the Latin American countries in the present conjuncture.
(c) International machinery for rescheduling the debt It also seems obvious to us that in the present circumstances some international arrangements should be provided for supplying organic and systematic relief to the developing countries in their debt servicing. The key to these arrangements is that they must be tied to development criteria and not just to repayment criteria.
In so far as these agreements involve extensions to the payment of the principal and new credits to cope with the payment of interest, they do not necessarily imply a loss for the banks, and in many cases would only mean that practices agreed to by the banks in their own national markets would be reproduced at the international level.
These arrangements are being provided for under the system of special agreements with international institutions such as the International Monetary Fund and the World Bank. Thus, the problem of the terms under which such agreements are entered into and the need for adapting the traditional criteria in that respect to the magnitude and general prevalence of the world recession once again comes to the fore. In this connection, it should be borne in mind that traditional adjustments on the expenditure side, devaluations, reduction of fiscal deficits and liberalization of prices and interest rates, etc., have seldom met with success, since, in addition to the fact that some of the theoretical assumptions on which they are based are weak, their practical application has come up against eoonomic and social obstacles which are not always easily surmounted.
It is for this reason that in the midst of a world recession, in which the large majority of the developing countries are experiencing serious pressures in their domestic sectors, these adjustment policies should take into account the severity and general prevalence of the difficulties of the moment by trying to bring structural adjustments in the balance of payments and the gradual reduction of inflationary pressures into line with the maintenance of adequate rates of development.
(d) Trade reform
The stagnation of international trade and the deterioration of the body of rules and principles which should govern the international trade system represent great challenges to the developing countries and to their export expansion and diversification policies, and place serious limitations on the efforts to solve the region's payment problems. In connection with those problems, the loss of dynamism and the openness of world markets in the past decade is a fact of major significance which should be duly considered in the short-and even the medium-term development strategies of the Latin American countries.
As we have repeatedly remarked, the problems of the past have been greatly aggravated in recent years by the burden of servicing Latin America's external debt, which eats up an increasingly large share of the income realized from exports. To embark on a solution to these problems there must be an improvement in trade, in which context importance again attaches to such matters as the free access of Latin American manufactures to the markets of the developed countries, higher and more stable commodity prices and a greater degree of processing of primary commodities in the producer countries. The Latin American and other developing countries must pursue their efforts to negotiate these questions satisfactorily with the industrialized centres.
In the short term, the developing countries, and those of Latin America in particular, are faced with an imperative need to organize their bargaining capacity in such a way as to keep the protectionist tendencies of the industrialized countries from making headway and embark on an effort to secure their elimination. Moreover, they must ensure that the steady deterioration in the standards laid down in the international trade system is halted, since it is harmful to the developing countries, and they must join forces with a view to moving ahead to a more efficient and equitable world trade system.
The next session of the United Nations Conference on Trade and Development (UNCTAD VI) will provide the international community with a significant opportunity to muster the consensus needed as a point of departure in surmounting the obstacles in the way of the international trade system. Now is the time to define important issues in this regard, since in April of the current year it will be necessary to begin negotiations for the establishment of a global system of trade preferences among developing countries, which, in accordance with the guidelines already adopted by the Group of 77, should lead to the creation of a real economic system for the developing countries. The establishment of this system will be a new venture, opening up vast prospects for the future of the developing countries in the concert of international economic relations.
Furthermore, these obstacles highlight the need for co-operation among the developing countries and, in particular, inter-Latin American co-operation and integration, a matter to which reference is made below.
Domestic policy options and the role of regional co-operation (a) The margin for manoeuvre and the bask orientations of domestic policy
The foregoing comments have made manifest the depth of the external upheavals which are affecting the region and the consequent need to introduce changes into the environment in question -a responsibility which is primarily incumbent upon the central economies and the basic institutions of the world system.
The predominant importance of these factors, however, by no means implies that Latin America is completely subject to their influence and can therefore do nothing on its own account to counteract them. On the contrary, we believe that much can and must be done in this direction; not only to 'manage' the crisis but also to palliate it and to create conditions which will contribute to the recovery of the Latin American economies.
The present author dwelt on this subject at some length last year, drawing attention to two circumstances which are of vital importance.
In the first place,, the history of the Great Depression of th|e 1930s -over and above irrelevant analogies-bears witness to the fact that many countries were able to react energetically to its traumatic effects and to discover appropriate means and policies whereby to give: impetus to a recovery that in certain cases was actually steadier and more significant tl^an that achieved in some of the industrialized countries.
Secondly, it will not come amiss to repeat that the region nqw facing the present crucial situation has undergone substantial changes in the past halfjcentury, which have implied the expansion and diversification of its structures of production, the improvement of the technical calibre of its professional élite, both in thp public and in the private sector, and the establishment of institutional machinery of considerable power and efficacy. In à word -to repeat a conception that may still be considered valid and pertinent-there has been an increase in our countries' 'capacity for defence' against external contingencies.
But these remarks should not be interpreted as an exercise in ritual optimism. Even if the foregoing propositions are upheld with full conviction, it is impossible to overlook the fact that in the scenario of today new and singularly complex situations can be distinguished. Cases in point are those already referred to in connection with the external debt, and those discernible because of the greater dependence of internal dynamism on the available supply of imports. And to these are added others, no less specific and original in relation to past scenarios, such as the disruptions of the production apparatus that have been caused by mistaken policies in some countries, and, above all, the encumbrance of a generalized inflationary pressure which indubitably militates against the possibilities of any reactivation programme.
In view of the diversity of national situations in these and other respects, it is too hazardous to make any attemp t to sketch out positive and universally meaningful guidelines. Nevertheless, there are some courses of action which -in different versions-are taking shape in the region.
The first seems to be the decision in favour of an explicit reactivation policy, founded on two cornerstones. One of these is encouragement of production for the home and regional markets, combined with resolute export promotion to supplement this effort and help to maintain the level of imports as far as is viable. The other is the adoption of all the necessary and possible provisions to ensure that these endeavours are not frustrated by upsurges of inflation. A third requisite is that overall strategy should concede top priority to the relief and resolution of the serious social problems, in particular the scourge of unemployment.
Each and all of these lines of action present formidable challenges, but this does not lessen the supreme importance of establishing a basic frame of reference for the policies of defence and reaction to be adopted.
(b) The revitalization of regional co-operation
Furthermore, in the present circumstances it is imperatively necessary to take a fresh and imaginative look at the possibilities of regional co-operation. The opportunities afforded by a regional market of a million million dollars, the steady expansion of intra-regional trade during the last few years, the manifold institutional channels existing, and all the methods of informal co-operation explored in the recent past, offer grounds on which to base a concentrated effort in that direction.
The first step should be the urgent adoption of measures designed to stop the deterioration of the region's current terms of trade. Acute balance-of-payments difficulties often give rise to the danger of raising internal barriers to regional trade. But it is indispensable that medium-and long-term considerations and interests should prevail over any immediate temptation. Defence of regional trade is, in our view, a sine qua non in present circumstances.
Secondly, attention should be turned to the possibility of expanding regional trade on the basis of the idle capacity which is on the increase in the region, particularly in industry. This might be achieved through government agreements concluded with the active participation of the private sector, which knows and has access to flexible and varied channels of interconnection.
In this context, it becomes especially important to consider innovative and flexible financial machinery to facilitate the mobilization of the real resources that are lying idle in the region. On other occasions mention has been made of the need to forge ahead with the study of reciprocal balance and credit compensation facilities and with the analysis of mechanisms conducive to the creation of a financial safety net for the region, and today it seems desirable to lay further stress on the importance which in the writer's view attaches to these measures.
Furthermore, the member countries of the Asociación Latinoamericana de Integración (ALADI) (Latin American Integration Association, ex-ALALC) must in the near future apply a margin of preference in respect of their reciprocal trade. Maximum efforts should be made to ensure that this margin is really meaningful, for it must not be forgotten that the present conjuncture and future prospects call for more intensive and efficacious utilization of the regional market, and likewise that the eleven member countries have been trying for two decades to construct a preferential trade area. In addition, consideration should be given to the possibility that this preference might be applicable to all the countries of the region. Such a measure would undoubtedly constitute a major incentive not only to the expansion and diversification of reciprocal trade, but also to regional co-operation in every guise.
But the need to reassess the intrinsic merits of regional co-operation and integration is not confined to the field of trade. There are many areas and activities in the region to which a collective and concerted approach has been and can be adopted. In this connection, new and creative patterns of co-operation can be promoted through the SELA Action Committees and the mechanisms of partial or multilateral scope for which provision is made in the 1980 Montevideo Treaty by which ALADI was created. The vulnerability of the region which has been evidenced in this crisis of the world economy has led the Latin American countries to reach agreement, within the framework of SELA, on a regional economic safety device. The steps recently taken to study the specific measures that would set it in motion are deserving of special support and attention. A regional economic safety net should comprise specific action in the areas of financing and payments, food and agriculture, energy and trade.
Final considerations
A review of the economic evolution of the region in 1982 and the recent trends in the world economy suggests two considerations.
The first is the conviction that to surmount the present crisis a new vision of the future will be required and a new system of international economic relations which will be responsive to the radical economic changes occurring in the world scenario, and which, besides making it possible to cope with the present emergency, will formulate new trade and monetary rules to facilitate the sustained growth of the world economy. Because of the indissoluble linkage between the region's current problems and global solutions, it is imperative that Latin America should bring the nature of its problems before the appropriate forums and should express coherent views on the global solutions to which the whole world must feel itself committed.
The second reflection relates to the medium-term view of our problems. In this terrain, it seems worth while to recall that the region faces problems of liquidity, but not of insolvency. The dynamism shown by the Latin American economy in the past decade, the transformation and diversification of its production capacity and the abundance of its human and natural resources leave no room for stultifying pessimism. Rather must it be considered that alongside their costs, crises always open up oportunities for making structural adjustments and devising growth strategies which, thanks to the lessons of past experience, aim at achieving an economic; and social development consonant with the expectations that the region may legitimately hope to see fulfilled.
Lastly, as always ECLA will shoulder its full share of responsibility as regards contributing to the study and solution of the serious problems bpsetting the region today. To this end -arid in pursuit of a practice which has borrte valuable fruit at other crucial junctures in the past-the ECLA Secretariat has decided to convene a select group of Latin Anlerican personalities with a view to learning their views and proposals on the subject under discussion, which will have an enlightening influence on the institution's activities and will be of help in discovering the solutions for which our countries are clamouring today.
